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Summary 



Among considerations in setting funding levels for the Low Income Home Energy 
Assistance Program (LIHEAP) 1 are current prices of residential energy. Those prices 
fell in real terms for most of the years since the program began and energy efficiency 
gains probably have reduced the amount of energy required to provide a given level of 
comfort and convenience. However, the aggregate cost in current dollars of energy used 
by low-income households has risen over the last 25 years and residential energy prices 
have increased recently. Federal LIHEAP funding has not kept pace with the increases, 
but this does not necessarily mean that funding has failed to keep pace with "need." 



Context and Scope of Report 

Because energy costs account for a larger share of low-income than of high-income 
family budgets, the relative impact of energy price increases is believed to be greater on 
the poor than on the better off. 2 Thus, many in Congress are concerned that the recent 
steep rise in energy prices is imposing hardship on low-income families. For example, 
residential heating oil prices jumped in 2000, have increased steeply after 2002 (Table 1), 
and the U.S. Energy Information Administration projects those prices to rise even further 
in 2006 and 2007. 3 

Congress established LIHEAP in the early 1980s, following a period of several sharp 
energy price increases. LIHEAP makes grants to states, which distribute the aid that 



1 For more on LIHEAP and related legislation, see CRS Report RL31865, The Low-Income 
Home Energy Assistance Program (LIHEAP): Program and Funding , by Libby Perl. 

2 There is some disagreement as to the degree to which energy costs are a greater burden on low- 
income families. Part of the issue pertains to whether one is looking at a short period or a 
lifetime. For a related discussion, see, for example, “Yes! Consumption Taxes Are Regressive,” 
by Howard Chernick and Andrew Reschovsky, Challenge (magazine), September-October 2000. 

3 Energy Information Administration. Short-Term Energy Outlook, February 7, 2006. 
[http://www.eia.doe.gov/emeu/steo/pub/contents.html] viewed August 10, 2005. 
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provides cooling as well as heating assistance. Federal funding, initially $1.6 billion 
(FY1980), has ranged from $1.08 billion (FY1996) to $2.16 billion (FY2006). 

Given LIHEAP's purpose, a congressional consideration in setting a particular year's 
appropriations is the level of energy costs incurred by low-income families. This report 
addresses the question of whether energy used by low-income households costs more or 
less, in constant dollars, than when LIHEAP started, what any change in such costs may 
imply for LIHEAP funding, and what changes may have occurred in the burden of energy 
costs on low-income households in relation to their income. 

Change in Energy Costs 

Energy costs are defined here as the expenditures associated with purchasing a 
particular amount of energy. Because the level of energy costs is determined by both the 
price and the amount of energy purchased, an attempt to determine whether energy costs 
now are higher or lower than in 1980 must examine both factors. 

The price aspect is complicated. For the most part, prices of residential energy in 
current dollars have risen since 1980. The household fuel component of the Consumer 
Price Index (CPI), which combines changes in the retail prices of several energy forms 
used in residences (including oil, natural gas, and electricity), increased 145% between 
1980 and January 2006 (Table 1). This means that, other things being equal, 145% more 
money is required to purchase the same amount and mix of energy in 2006 than in 1980. 4 
However, the general price level faced by consumers rose 142% during the same period. 
Therefore, because the energy priced and paid for in 2006 is in dollars that have declined 
in value since 1980 almost as much (in relative terms) as energy prices have increased, the 
average price of residential energy in constant dollars actually rose only 1.7% between 
1980 and January 2006" despite the oil and natural gas price jumps of 2000-2001 and 
2004-2006. 6 

Aside from being affected by price, the amount of residential energy purchased per 
household depends upon the number of persons per household, the size of apartment or 
house, the number of appliances, and the energy efficiency of the building and appliances. 
Over time, the amount of living space and number of appliances have increased — i.e. 
microwave ovens, videotape players, and additional television sets. 

Gains in energy efficiency can reduce the amount of energy purchased and, therefore, 
tend to lower energy costs while maintaining, or even enhancing, "delivered" energy 
services such as heat, light, cooling, and other energy-derived household comforts and 
conveniences) . Adjusting for differences in weather among years, energy use per household 



4 Strictly speaking, the household fuel component of the CPI overstates the effect of energy price 
increases on household budgets to the extent that households substitute less costly fuels for more 
costly fuels over time. The CPI tracks price changes using a fixed "market basket.” 

5 Derived by dividing the ratio of the January 2006 fuel price index to the 1980 fuel price index 
by the 2006/1980 general price index ratio (2.455 -r 2.415 = 1.017), and subtracting 1.000. 

6 Some of the costs reflected in the prices to households of "delivered" energy is accounted for 
by distribution (involving labor and capital). Such costs are less volatile than the prices of the 
commodities themselves. 




